Tafas v. Dudas et al Doc. 143 Att. 94
Case 1:07-cv-00846-JCC-TRJ  Document 143-95  Filed 12/21/2007 Page 1 of 11

EXHIBIT

39-c

Dockets.Justia.com


http://dockets.justia.com/docket/court-vaedce/case_no-1:2007cv00846/case_id-221151/
http://docs.justia.com/cases/federal/district-courts/virginia/vaedce/1:2007cv00846/221151/143/94.html
http://dockets.justia.com/

Case 1:07-cv-00846-JCC-TRJ  Document 143-95  Filed 12/21/2007 Page 2 of 11

5.2.1 Cost Results

This analysis estimates that incremental costs will range from $872 to $13,993."°
Incurring the lowest of these incremental costs are those applicants affected only by the
continued examination filing requirements. Applicants incurring incremental costs at the
highest end of the range are those having the following three characteristics: (1) they are
affected by the claims requirements and have the greatest number of claims (e.g., 350
total claims); (2) they did not choose to conduct a patent search in the baseline; and (3)
they also are affected by the continued examination filing requirements. Most applicants
will fall between the extremes, as they will be affected by the claims requirements but
will have more typical (lower) numbers of claims. Exhibit S-1 summarizes the cost
results, which are discussed in greater detail in Section 4.

Exhibit 5-1
Summary of Incremental Costs and Annualized Incremental Costs
I tal Cost Annualized
S S Incremental Cost
Continued Examination Filing $872 $82

Requirements Only

Claims Requirements Only, for
applicants that already conduct a patent $2,563-$10,136* $242-$957*
search in the baseline

Claims Requirements Only, for
applicants that do not conduct a patent $5,170-$13,121* $488-$1,239*
search in the baseline

Both, for applicants that already
conduct a patent search in the baseline

Both, for apphc.ants that dq not conduct $6,042-813,993* $570-$1,321*
-a patent search in the baseline

* Cost of preparing an Examination Support Document varies depending on the number of claims in the application.
Range shown covers up to 50 independent claims or 350 total claims. The analysis does not assume a range of costs
per application, but instead applies the specific cost appropriate to the number of claims in each application.

$3,435-$11,007* $324-81,039*

5.2.2 Number Affected by the Rule

Exhibit 5-2 summarizes the total number of filings that will incur any incremental cost
due to the claims requirements, the continued examination filing requirements, or both.
In each case, the number is less than two percent of filings. Looking at the rule as a
whole, only approximately 3.69 percent of small entity filings are expected to incur any
impacts under the final rule. Under the sensitivity analysis, in which all entities would be
considered small entities, this percentage falls to approximately 3.46 percent.

"* Current patent filing and maintenance costs for applications that would be affected by the final rule are
estimated at between $19,940 and $49,155.
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Exhibit 5-2
Number and Percent of Entity Filings Affected by Final Rule Requirements

Filed 12/21/2007

Small Entities All Entities*
Number Percent Number Percent
. .. N 2.69% (of o
g:nlt:ir::;de Et);agr:?atlon Filing 2,995 small entity 10,402 2.Sf5i If;l ((;;' all
9 y filings) g
(1)
Claims Requirements Only, for 591;251;‘1 fn(t(i)f 0.54% (of all
applicants that already conduct 429 initial ty 1,550 initial
a patent search in the baseline SuAg applications)
applications)
0,
Claims Requirements Only, for sg;:?l?n(t(i)f 0.44% (of all
applicants that do not conduct a 351 initial ty 1,268 initial
patent search in the baseline o applications)
applications)
Both, for applicants that already 0.16% (of o
conduct a patent search in the 179 small entity 508 . ]él/;:l ((5 '
baseline filings) g
Both, for applicants that do not 0.13% (of o
conduct a patent search in the 146 small entity 416 O'Iglf; (c;;'all
baseline filings) g
3.69% (of o
Total for Final Rule** 4,100 small entity 14,144 3'4? /° \SHEE
. ilings)
filings)

sensitivity analysis.

*Some stakeholder have stated that the USPTO's PA
patent filings. Therefore, as described in Section 3

LM system understates the number of small entities submitting
-2, this study evaluates the bounding case of 4// Entities as a
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** Percentages may not add due to rounding.

5.2.3 Magnitude of Impacts

Of the 3.69 percent of small entity filings that will incur any impacts under the final rule,
very few — an estimated 54, or less than 0.05 percent — may exceed the minimal screening
threshold of one percent, as shown in Exhibit 5-3. Moreover, no small entities applicants
are expected to incur impacts at the more significant threshold of three percent, as shown
in Exhibit 5-4. Under the sensitivity analysis, in which all entities would be considered
small entities, an estimated 157 entities, or about 0.04 percent, may exceed the one
percent threshold, and none would exceed the three percent threshold.
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Exhibit 5-3
Number and Percent of Entity Filings Exceeding the 1 Percent Threshold for Annualized
Incremental Cost as a Percent of Total Revenue

Filed 12/21/2007
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B Small Entities All Entities*
Number Percent Number Percent
Continued Examination Filing 0 0% (of all 0 0% (of all
Requirements Only filings) filings)
Claims Requirements Only, for 0.01% (of all 0.01% (of all
applicants that already conduct 9 initial 24 initial
a patent search in the baseline applications) applications)
Claims Requirements Only, for 0.02% (of all 0.02% (of all
applicants that do not conduct a 23 initial 76 initial
patent search in the baseline applications) applications)
Both, for applicants that already 0.00% (of all 0.00% (of all
conduct a patent search in the 3 Losolo 7 .
baseli filings) filings)
aseline
Both, for applicants that do not 5 0
conduct a patent search in the 19 0,92 A’ el 50 6104 A’ (ekatl
. filings) filings)
baseline
0, 0,
Total for Final Rule ** 54 G /° gl 157 0'044’ -
filings) filings)

*Some stakeholder have stated that the USPTO’s PALM systemn understates the number of small entities submitting
patent filings. Therefore, as described in Section 3.2, this study evaluates the bounding case of A/ Entities as a
sensitivity analysis.

**Totals may not add due to rounding.

Exhibit 5-4
Number and Percent of Entity Filings Exceeding the 3 Percent Threshold for Annualized
Incremental Cost as a Percent of Total Revenue

Small Entities All Entities*
Number Percent | Number | Percent
l(ionti_nucd Examination Filing 0 0% 0 0%
equirements

Claims Requirements, for applicants that

already conduct a patent search in the 0 0% 0 0%

baseline

Claims Requirements, for applicants that

do not conduct a patent search in the 0 0% 0 0%
| baseline

Both, for applic_ants that all_'eady conduct 0 0% 0 0%
a patent search in the baseline

Both, for appl_icants that c_io not conduct a 0 0% 0 0%
_patent search in the baseline

Total for Final Rule** 0 0% 0 0%

*Some stakeholder have stated that the USPTO’s PALM system understates the number of small entities submitting
patent filings. Therefore, as described in Section 3.2, this study evaluates the bounding case of All Entities as a
sensitivity analysis.
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§.2.4 Unquantified Benefits

Partially offsetting the minor impacts of the rulemaking are certain unquantified benefits.
The most significant benefit that will accrue to affected small entities seeking patents
(and to larger patent applicants) will be the reduction in time required to complete the
patent process. As described in Section 1.3, a reduction in processing time is one of the
USPTO’s key objectives for the rule. A second benefit that will accrue to small entities
seeking patents (along with larger patent applicants) may be a reduction in patent fees
relative to what those fees might rise to in the absence of the rule. By allowing patent

patents, the rule should reduce the growth in the fee-recoverable cost base. Final ly, PTO
also expects the rule to contribute to higher-quality patents in many cases. This benefit
accrues to society as a whole (including small entities) and might result in various
efficiencies as well as a decrease in patent litigation.

5.3 Conclusion

This analysis estimates that the final rule will result in incremental costs that range from
$872 to $13,993 per application (present value).? Based on the methodology and data
described in this report, the resulting analysis indicates that no patent applicants will
incur significant impacts (defined as annualized incremental costs in excess of three
percent of revenue) due to the final rule. Although some applicants will exceed the lower
screening threshold of one percent, the number of small entities in this category is
estimated at only 54, or about 0.05 percent of all small entity applicants. Even using data
for all applicants as a sensitivity analysis, only 157 small entity applicants fall into this
category — 0.04 percent of all applicants. These figures do not meet the criterion for a
“substantial number” of small entities. Therefore, this analysis concludes that USPTO’s
final rule will not result in significant economic impacts on a substantial number of small
entities.

6. Duplicative, Overlapping, and Conflicting Rules

The USPTO is the sole U.S. government agency responsible for administering the patent
System and granting patents. Therefore, no other federal, state, or local entity shares
Jurisdiction over the United States’ patent system.

Other countries, however, have their own patent laws, and an entity desiring a patent in a
particular country must make an application for patent in that country, in accordance with
the applicable law. Although the potential for overlap exists internationally, this cannot
be avoided except by treaty (such as the Paris Convention for the Protection of Industrial
Property, or the Patent Cooperation Treaty (PCT)).

** Current patent filing and maintenance costs are estimated at between $19,940 and $49,155 for filings
that would be affected by the final rule.
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Nevertheless, the USPTO believes that there are no other duplicative or overlapping
rules. Some public comments submitted in response to the notices of proposed
rulemaking argued that the proposed rules conflict with provisions of the Paris
Convention and/or the PCT. The final rulemaking explains why there are no conflicts
with either the Paris Convention or the PCT.

7.  Significant Alternatives Considered and Steps
Taken to Minimize Impacts on Small Entities

In response to some of the comments received, USPTO considered a variety of
alternatives to minimize the impacts on small entities. Section 7.1 describes the
alternatives that were adopted as part of the final rule. Section 7.2 discusses other
alternatives that were considered but not adopted.

7.1 Alternatives Adopted b y USPTO

The USPTO implemented five alternatives in the final rule to minimize the impact on
small entities. The first two alternatives relate to the claims requirements and the
remaining three relate to the continued examination filing requirements. In the final rule,
the USPTO changed the ESD requirement threshold from more than ten representative
claims in an application (proposed rule) to more than five independent claims or more
than 25 total claims in an application (final rule). This change reduces the number of
small entities affected by the final rule.

In addition, under the final rule, the USPTO will not require small entities, as defined in
13 CFR 121.802, to include in their ESDs one of the elements that would have been
required under the proposed claims rule. Specifically, the final rule will not require small
entities (but will require large entities) to identify, for each reference cited, all the
limitations of each of the claims (whether independent or dependent) that are disclosed
by the references. The USPTO considers this element of the ESD to be the most
challenging for patent applicants. As a result of this change, the costs associated with the
final rule will be greatly reduced for small entities.

The third alternative adopted in the final rule changes the continued examination filing
petition threshold from one continuation application, continuation-in-part application, or
RCE (proposed rule) to two continuing applications (continuation or continuation-in-part
applications), and no more than a single RCE in any one of the initial or two continuing
applications (final rule). This change also reduces the number of small entities affected
by the final rule.

As mentioned in Section 3.2.2, some comments requested that applicants continue to be
permitted to file divisional applications serially (i.e., in the manner of continuations or

continuation-in-parts), rather than in parallel (i.e., by submitting multiple related
applications simultaneously), in order to spread out the associated cost burden over time.
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In response, the final rule modifies the time period within which any divisional
application must be filed. An applicant may currently and under the final rule file a
divisional application to each non-elected invention if the USPT O issues a requirement
that an application containing claims to multiple inventions be restricted to a single
invention (a restriction requirement). The USPTO changed the divisional filing period
requirement from during pendency of initial application (proposed rule) to during the
pendency of the initial application or its two continuing applications (final rule). Asa
result, the costs incurred by affected entities will be spread over a longer time period,
which will ease the cost burden on these entities.

The final alternative the USPTO implemented in the final rule changes the application of
the continued examination filing provisions from any continued examination filing (any
continuation, continuation-in-part, or RCE) filed on or after the effective date (proposed
rule) to at least “one more” continuation or continuation-in-part application after the
effective date, regardless of the number of previous continued examination filings (final
rule).

7.2 Alternatives Considered But Not Adopted

The USPTO considered changing the proposed claims requirements to instead provide
expedited examination to applications containing less than a set number of claims. The
USPTO currently has an accelerated examination program for applicants who limit the
number of claims in their applications (to no more than three independent claims and no
more than twenty total claims) and who also provide an ESD. Therefore, the USPTO did
not pursue this alternative in the final rule.

In addition, the USPTO considered another alternative to the proposed claims
requirements. To minimize the impact on small entities, the USPTO considered not
applying the ESD requirement to pending applications that have not yet been examined
(the backfile). However, the final rule’s ESD applicability threshold (i.e., applications
having more than five independent claims or more than twenty-five total claims) means
that most small entity applicants will not be impacted by the final rule or the decision to
apply the final rule to the backfile. Given the current backlog of over 700,000
unexamined applications, a decision to not apply the changes to the backfile would mean
that it would be calendar year 2010 before the USPTO would see any benefit from the
change, and that the USPTO (and applicants) would be in a transition state until late
calendar year 2011.

The USPTO also considered a change that affected both the claims and continued
examination filing requirements. The alternative would have imposed additional fees for
continued examination filings and/or a graduated excess claims fee schedule. Currently,
patent application and excess claims fees are set by statute (35 U.S.C. 41(a)). In 2002,
the USPTO proposed a patent fee structure that included a graduated excess claims fees
schedule and additional fees for continued examination filings. The USPTO was unable
to garner sufficient support from patent user groups for a patent fee structure including a
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graduated excess claims fees schedule or any additional fees for continued examination
filings. Therefore, the USPTO did not adopt the alternative.

The final alternative the USPTO considered but did not adopt addressed the continued
examination filing requirements. The change would have expanded the deferral of
examination provisions to allow a longer deferral of examination. The USPTO currently
has a provision (37 CFR 1.103(d)) under which an applicant may request deferral of
examination for up to three years from the earliest filing date for which a benefit is
claimed. The USPTO continues to study whether changes (e.g., an increased deferral
period, third party request for examination, and patent term adjustment) to the deferral of
examination procedure would be appropriate, but notes that patent user groups have
historically not favored increases in the deferral of examination. Therefore, the final rule
does not contain this alternative.
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Appendix B: Estimating the Value of Patent
Applications

One way to measure the incremental cost of the proposed rule is to express the cost as a
percentage of the expected value derived from the patent over its lifetime. Economists
have been studying the expected lifetime market value of patents in order to measure the
impact of technological innovation on the macro-economy. For reasons discussed below,
however, estimates of patent value show significant variation among various studies and
approaches.

One measure of the expected value is derived from estimating the total income from
patented ideas. Eaton and Kortum (1995) estimated the value of all patented ideas in the
U.S. to be about $197 billion in 1998. According to USPTO data, there were 84,272
patents granted in 1988 in the U.S. whereas the total number of patent applications in that
year was 151,491. Thus, based on the income earned from patented ideas, the average
value of a patent in 1988 was about $2.3 million per patent granted, and about $1.3
million per patent application.

Because of the hazard of imitation in some of the developing countries, economists
estimating the worldwide value for patents (as opposed to in the domestic country only)
find the average expected value to be significantly lower. For example, McCalman
(2005) analyzed the worldwide value of patent applications filed by U.S. inventors in the
same year as above, and estimated it to be about $163,700 per application in 1988.

Perhaps the most realistic measure of the market value of patents is provided by Hall, et
al (2000). They matched USPTO’s patent database to publicly traded firm-level data
from Compustat to estimate the market value of patents. Using data from 1976 — 1992,
they found the marginal shadow value of a patent to be $370,000. Drawing on USPTO
data for this period, the ratio of patents granted to total applications was 59 percent.
Therefore, the marginal shadow value of patent per application in this period was about
$220,000.

This discussion illustrates the wide variation in the economics literature on lifetime patent
values. One reason for such differences is whether the value of the patent is estimated for
the U.S. only or for values accruing to patents around the world. Moreover, as Griliches,
Hall, and Pakes (1987) point out, the distribution of the patent values is known to be
extremely skewed with a few patents being very valuable, and many worth almost
nothing. Any exercise in estimating the future value of patents or patent applications is,
therefore, fraught with uncertainty and likely to produce extremely noisy measures.
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